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July 15,1998 

A&. Jim h in ,  Chairman 
Arizona Corporation Commission 
1200 West ~ a i i i i g t o n  
Phoenix, 'Arizona !$SO07 

aeviSions of the Retail Electric Competition Rul 

Commission's efforts to introduw electric generation competition in Arizona Froq the inceptioh 
the cocrpenttives have stated their beliefthat only the people of Arizona through 9 Constimtional 
amendment can change generation from a monopoly to competition at market based rates. "l'hat was 
our honest belief 

owever, since y 

the initial Rule making process and it is our honest belief today. 

remain in full effect pencllng ow , the coopmtives have, for the 
past three years, been expending considerable resources, sWtime, money and work of their 
Boards of Directors in re CO & the dectric distribution coop~a~ves f ir  compe~tion, 
Although we have r e p  to ivmk tba fundamental differences between 
cooperatives and investor owned utilities, we have obviously failed. The cooperatives are different! ~ ~ 

Certain of the &aft Rules currently under consideration would render futile much of  our efforts to 
restructure to be able b hrncGon in rural Arizona and completely impair our contracts and the 
mortgages they support. will briefly &scribe the restructuring an 
these draconian results. 

We have begun the process of restructuring AEPCO and, ely, with proper approvals, 
disaggregating it into three separate cooperative corpo 
AEPCO's transmission business and assets to a newly formed "Transco7', Southwest Transmission 
Cooperative, Inc.; (ii) creating Sierra Southwest Cooperative Services, Inc. (CSP), another 
cooperative, to provide employees, administrative and support services to the Genco (AEPCO) and 
the Transcop to engage in off-system es& pmer sales, a d  as a certificated Electric Service 
Provider (ESP), to sell energy in (either jointly with a 
distribution cooperative in its service area or individually as an ESP in other ma of Arizona), while 
(iii) leaving AEPCO a wholesale generator, sel ou& its agent, CSP. 
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AEPCO and its members are developing contracts that would impIement its r e s m h g .  We have 
h i d  WnSUltmtS, lawyers, appraisers, tax advisors, engineers and others who have been assist& 
us in the process. We notified a d  have been me@ with OUT lenders apd mortgage holders 

gain their approval. Articles of Incopr~on a d  i&id Bylaws 9fe+h corpo;ration we in 
draft fa- and potential new 

key part of this effort, AEPCO and its members sought assistance from the Arizona Legislature 
which, as part of H.B. 2663, amended rhe cooperatives’ enabling statures, Articles 2 and 4 of Title 
10, A.R.S. t6 facilitate our contemplated restructuring. Additionally, we have joined with 450 other 
cooperatives nationwide in an effort to build brand loyalty through Touchstone Energy, advertising 
with our member &stxibution cOOperatives in the Arizona market in contemplati 

As well, we are restructuring OUT relationships with our members, negoti 
zo the all requirements contracts among us which form the basis of the security for the one-quarter 
billion dollars in AEPCO loans made or guaranteed by the United States through rhe Rural Utilities 
Service CRUS), a federal agency charged by the Rural Electrification Act to assist rud areas, their 
people and economies through rural electric coapsra.tives. Indeed RUS has been part of these efforts 
ar every step, suggesting, counseling and assisting. Once our restructuring efR0rt.s are complete, the 
entire matter will be submitxed for 

The advantages of the restructuring 

familiarization 

. I f  RUS and orher lenders approve, it can miti 

AEPCO’s generation assets, paid for for 

The new CSP can search for replacement loads for 

requirements 

Distribution cooperatives can chouse a new furl r e q u i r ~ ~ t s  agreement; 
contracts and mortgage caused by the current Rules; 

0 

available to provide reliable, competitively prked power; 

Generation, trausmission and, of course, distribution separations are established or 

government and national financing markets. W e  have told you that federal law requires that the rates 
for electricity provided under these contracts must be sufficient to cover costs. We have filed every 
position paper, document and response requested, tying up our planning, financial and operations 
PWP 
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As directors elected by our consumer-owners, we have made OUT restma@ decisions believing 
that the Rules adopted in Dewnber, 1996, while a ‘%mework”, could be relied upon by the us, as 
Affected Utilities, in our business planning. We believed the ACC did not inbnq to put us out of 
business -- primarily becau~e 10 do SO would leave the people of Nfal Arizona WmpIetely at the 
mercies of an untested compti~ve m&h. 

Yet, the proposed rule amadaent compIete~y new 
positions, apparently drafted to head off some perceived potential wmngdoing by huestor-owned, 
hlfy-integrated utilities. The proposed d e s  will rip away the fabric we have atteppted ro weave 
to enable us to compete. They will destroy the only h c i d  security we have, and, if adopted by 
the ACC will demolish the federal symm 

d &)jut that, ne S W f k  

- 

to provide competitive 

which it applied only 

c/Wally Beyet, Administratox; Rus 
Sheldon Petmen, GovemOr, 
All Parties of Record 


